General Business Conditions. 





HE general trend of business and in- 

dustry during the month of June has 

been quiet and repressed. Some 

further hopeful signs have appeared, 

side by side with others which give 
less encouragement. obi 

The plain truth of the thing is that the re- 
covery of business, for which everybody has 
been hoping and waiting since the depression 
began late last year, has not yet materialized. 
No one’s interests will be furthered by an os- 
trich-like attitude which buries its head in 
undue optimism, and makes glowing predic- 
tions for the immediate future, predicated 
wholly on a magnifying of the favorable 
symptoms. It is easy enough, and pleasant 
enough, to lull anxiety by such a process of 
reasoning, but what is wanted now is a gen- 
eral realization of the obstacles that must be met 
and overcome, more than a light-hearted preva- 
lence of optimism founded only on half truths. 

Undue Pessimism Harmful. 

On the other hand, an attitude of unwar- 
ranted pessimism can be just as harmful, if 
not even more so. We know that our bank- 
ing system is intrinsically sound, and that it 
has already proved its capability to withstand 
the shock of a period of extraordinary strain, 
and to emerge unscathed from the most diffi- 
cult test imposed in many years. We know 
that our ability, as a nation, to produce the 
raw materials which our people need, and 
which the world must buy from us, has been 
in no wise dwarfed. We know, finally, that 
our industrial and business organization is 
geared for production not only ample for our 
own needs, but on sufficiently large propor- 
tions to make export on a considerable scale a 
vital necessity. 

These are fundamental facts, so plain that 
they cannot be misinterpreted. It is hard, to un- 
derstand how, knowing the foundation upon 
which our business life rests to be as rig- 
idly secure as it is, there can be any doubt as to 
the final recovery. It is progressing no-more 
laggardly now than in 1903 and 1904, when we 
were passing through a somewhat similar pe- 
riod, or it 1907 and 1908. 
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Recovery is certairvéd*be slow. Where the 
artificially stimulated optimist makes his mis- 
take is that, seizing upon a few favorable but 
quite natural events, he seeks to make them 
the basis of predictions that the final turn in 
the road has come, and that next week, or 
next month, the difficulties into which busi- 
ness and industry have fallen will have lightly 
drifted away. 


Adjustment Question Paramount. 


It is primarily a question of adjustment be- 
tween the various component parts in our eco- 
nomic structure. As has been pointed out in 
these pages before, a great portion of the 
population—particularly that portion con- 
cerned with the production of agricultural 
commodities—has had its purchasing power 
halved by the drop in commodity prices. Fin- 
ished products have shown no such decline. 
The result has been that that portion of the 
population which has had its purchasing 
power cut in two is buying only half as 
much of those products which have not de- 
clined materially in price. Industrial stagna- 
tion and unemployment has been the inevit- 
able consequence. 

Although the process of bringing the price 
of farm products and manufactured articles 
into equilibrium must be slow and even painful, 
the fact does not mean that everyone can sit 
down, fold their hands, and wait for some 
mysterious set of forces to make things normal 
again. The result will come most quickly through 
the combined efforts of everyone, and the sooner 
every man and woman in this country who either 
receives wages or pays wages realizes and oper- 
ates on the basis that the unbalanced state of in- 
dustry as regards compensation received by im- 
portant bodies of people must be overcome, the 
sooner will the real, sound revival of business 
begin in earnest. It is important to think about 
the proposition, but it is utterly essential to act 
upon it. 

Iron and Steel. 

An examination of any of the particular in- 
dustries which, because of their basic relation- 
ship to the whole industrial structure are con- 
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sidered “key” industries, only shows all the 
more how this condition of unbalance is back- 
ing up its effects all along the line. The 
iron and steel industry, for example, is oper- 
ating on a basis variously estimated at from 
20 to 30 per cent of normal capacity—the low- 
est stage the industry as a whole has reached 
in any year during the present century. Pro- 
duction throughout the year would indicate a 
total of 125 million tons of finished rolled 
steel products fur 1921, as contrasted with 
some 24.8 million for 1913, and 32.3 million for 
1920. 


There seems little reason for doubting the 
assertion that production is not only far below 
normal consumption, but is likewise consider- 
ably below current consumption. Stocks that 
have been accumulated are being eaten into, 
and there is doubtlessly a heavy demand that 
is being deferred until, in the current phrase, 
“business picks’up again.” A part of the de- 
ferred demand will have to exhibit itself posi- 
tively in the near future regardless of the 
general condition of business; purchase on a 
scale comparable with the present low ratio of 
consumption cannot be indefinitely sustained. 


Reduction in prices that have been accom- 
plished thus far have evidently not stimulated 
the aggregate present demand. It is contend- 
ed that the stagnation is not the result of price 
levels obtaining in the industry, but of busi- 
ness conditions generally. 


Slump in Soft Coal Market. 


Production of bituminous proceeds at the 
rate of about 8 million net tons a week, which 
represents from 70 to 80 per cent of what 
might be expected in a season of prosperity. 
The sluggishness of buying indicates that the 
usual reserves are not being stored up, despite 
the fact that prices receded slightly during 

une. 

’ Anthracite production has maintained a 
steady record since the beginning of the coal 
year on April 1. There has been little loss of 
time at the mines through lack of orders, and 
there is virtually no domestic anthracite, save 
pea coal, going into storage in the mining 
region. 

Steam sizes are an inescapable by-product 
of anthracite mining, and at present there is 
little market for them. As they are always 
sold below the cost of production they repre- 
sent a loss which is accentuated when prices 
are cut in an effort to move them in a slow 
market. Owing to the industrial depression 
the demand for steam sizes is light, and such 
storage of anthracite as is reported applies 
almost entirely to these grades. 

Complete figures for May show that total 
shipments of anthracite were 5,793,895 tons, 
compared with 5,967,465 tons in April. Steadi- 
ness in the anthracite market is reflected in 


the steady working of the mines and the con- 
sequent prosperity in the anthracite region. 
There have been no dull times in the hard coal 
towns, and at a meeting of commercial secre- 
taries in Philadelphia the middle of June it 
was reported that the anthracite region was 
one of the most prosperous in the State. 


Wage scales in the anthracite mines are at 
their highest level, and this factor is a con- 
trolling one in current coal prices, since labor 
constitutes about 70 per cent of the total cost 
of producing coal f. o. b. mine. Inasmuch as 
the wage scale was formulated by the United 
States Anthracite Commission, which directed 
that it be written into an agreement to run 
until March 31, 1922, there is small possibility 
of a reduction in that respect. 


Buyers of both bituminous and anthracite 
obviously look for further price reductions 
later in the summer. One hears the date July 
1, when wages of railroad workers are to be 
reduced, frequently mentioned in this connec- 
tion. As a matter of fact, there is no tangible 
evidence whatsoever up to the present time to 
substantiate the belief that downward revision 
of railroad rates will follow on the heels of 
wage reductions. 


Construction Affords Basis for Hope. 


May operations in the building industry may 
be described as distinctly satisfactory, all in- 
fluencing factors considered. The Commercial 
and Financial Chronicle, drawing its data from 
178 cities, arrives at the following sums as 
representing the projected building expendi- 
a during the first five months of each year 
cited: 


Outside In 
Year New York New York Total 
} | eee $447,197,639 . $140,177,863 $587,375,502 
pees 582,884,294 150,167,654 733,051,948 
Bee ait 275,000,000 61,219,744 836,219,744 


It is pointed out that, although the 1921 
total for the whole country is well below that 
for 1920, several cities report large gains over 
the previous year. 


There is ample evidence that, both in the 
ranks of building workers and of those who 
handle building materials, reason in the mat- 
ter of reward is beginning to appear, as it has 
become more and more obvious that with 
prices and wages both pushed to a point where 
economic consumption could no longer be ex- 
pected, strangulation, rather than a golden 
harvest, resulted. The prices stayed at the 
high point they had reached, for a time, and 
the nominal wages remained. But construc- 
tion work itself began to sag desperately. Now 
material prices in New York City are reported 
to be off 25 per cent or more, and workers in 
Chicago, Cleveland, San Francisco and St. 
Paul have agreed to a wage reduction, rather 























than cling to the higher rate that brought no 
work. This means laying the foundation for 
hopeful developments in the whole industry. 


Crop Prospects and Prices. 


Harvesting of wheat is in full swing, and 
the prospects still indicate a crop considerably 
above last year, as well as above the normal 
for previous years. The government’s June re- 
port gave a prospective total of 829 million 
bushels, as compared with 787 million bushels 
last year, and 728 million bushels the pre-war 
normal. Recent price declines in the face of 
large exports, would indicate the grain trade’s 
faith that the crop will be in no sense disap- 
pointing. 

It has been pointed out that the reason 
wheat prices hold relatively better than those 
ef such other agricultural products as corn, 
oats and cotton lies in the fact that Russia is 
still unable to export wheat on anything like 
a large scale. Since the possibility of Russia 
entering the international market to any ex- 
tent this year still seems vague, the prospects of 
continued large demands for American wheat 
abroad are altogether favorable. Secretary of 
Commerce Hoover estimates that the carry- 
over of wheat in this country for the current 
year will be no more than 75 million bushels, 
but that the corn carry-over will be 500 mil- 
lion bushels. 

Corn appears to be making excellent prog- 
ress, and would seem to be the best situated, 
from an agricultural standpoint, of all the 
grains. Exports for the fiscal year ending 
June 30 will have been’ approximately 50 
million bushels, as against some 3.88 million 
bushels the previous year. Reports from the 
oats crops are less favorable than from any of 
the other staple grains. 

Acreage in the South devoted to cotton this 
year probably has not been as greatly reduced 
as was predicted in some instances earlier in 
the year. Twenty-five per cent reduction, or a 
shade under that, now seems to be the fairest 
figure that can be set. The use of fertilizer, 
formerly considered essential to good results, 
has been greatly limited. The present outlook 
is for the smallest crop in twenty years, but in 
arriving at any conclusions about the cotton 
crop at this time of year, it must be borne in 
mind that the very many favorable and un- 
favorable factors entering into cotton growing 
subject any estimate to radical revision as the 
season progresses. Prices continue weak, and 
during June dropped in New York to the low- 
est level reached since the pre-war period. 


Textiles. 


The wool market during June was fairly ac- 
tive, sales having increased materially toward 
the latter part of the month. Prices remained 
unchanged for the most part; in some few in- 
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stances slight further descents were recorded. 
Seasonal demand for light goods at retail has 
been accentuated somewhat by the hot 
weather. It is estimated by the U. S. Bureau 
of Markets that world production of wool is 
now on a 93 per cent pre-war basis, with con- 
sumption at about 70 per cent pre-war normal. 


Price Trends 


That prices have a psychological aspect, 
as well as physical, was never better illus- 
trated than at the present moment. The high 
peak reached during the war, followed by the 
very drastic reductions in many commodities, 
has stimulated a state of mind which, expec- 
tant of still further reductions all along the 
line, occasions that degree of purchase de- 
scribed as “hand-to-mouth.” Everybody defers 
as long as possible the purchase of everything 
possible. The result is felt in every field of 
business. 

While it is clear that the prices of many 
products have now reached rock bottom, the 
situation we are at present experiencing only 
serves to emphasize more vigorously the ne- 
cessity for establishing equilibrium, on a stable 
price basis, between finished products on one 
hand and raw products on the other. , 

The Bureau of Statistics of the Department 
of Labor, in its report for May, shows that 
commodity prices during that month declined 
1.9 per cent, leaving the index number 44% 
per cent below the bureau’s peak price in 
May a year ago, but still 51 per cent above 
the 1913 average. Foodstuffs, with a decline 
of 53% per cent from the peak showed the 
greatest drop, and fuel and lighting materials, 
with a downward movement of 17% per cent, 
showed the firmest resistance to decline. The 
following table, compiled by the Federal Re- 
serve Bank, discloses that the price trend in 
this country has been more rapidy downward 
than in any of the other principal nations. 
Wholesale prices are used as the basis for 
the computation, average prices for 1913 being 
taken as 100. 























Per 
Peak, April, cent 
1920 1921 decline 
United States .........ccccsesseee 264 148 46 
United Kingdom .................4 318 199 36 
France 588 347 41 
Italy .... 670 584 13 
Germany* 1,714 1,429 17 
Sweden 366 229 37 
Japan 321 190 41 
Canada 263 187 29 
Australia* 236 171 28 
India* 218 +1838 16 





* Base period, middle of 1914. t March, 1921. 


Protecting the Nation’s Live Stock. 





Much needed aid to live stock growers will 
be available within the very near future, fol- 
lowing the completion of arrangements by 
Eastern and Western bankers, acting jointly, 








to provide credit facilities up to $50,000,000 
for cattle financing. 

The situation of the live stock grower has, 
as a result of the sudden decline in commodity 
values and the general unsettled state of 
business, been particularly distressing. His 
problem has been utterly different from that 
of any other producer. Whereas the “factory 
operator could economize in his disburse- 
ments, reduce his output, even close his plant 
for a time, or make any of a number of other 
drastic readjustments to bring his business 
into step with current conditions, the live 
stock producer has been confronted with but 
two alternatives: either obtain funds immedi- 
ately for the customary financing of his opera- 
tions, or to slaughter his herds—his breeding 
animals along with the others. 

With credit conditions tight, it was found 
necessary to resort to the second alternative 
in all too many cases. The result is not only 
surcharged with possible disaster to the live 
stock grower himself, but constitutes a real 
menace to the entire country. The live stock 
growers breeding herds form the foundation 
of his whole business: of the entire beef sup- 
ply of the country, in fact. Depletion of 
these herds, to anything like the extent that 
was becoming imminent, would have meant 
striking at the very source of an industry af- 
fecting, directly or indirectly, every consumer 
in the country. 

The seriousness of the situation was first 
brought formally to the attention of the Ad- 
ministration at Washington which, in line with 
its announced policy of “more business in gov- 
ernment and less government of business,” 

‘ asked the banks of the country to handle the 
matter. It was felt that commercial loans of 
the type involved could be much more quickly 
and successfully handled by the banks, which 
make such operations their daily business, than 
by governmental entry into another phase of 
business life. 


Loan Pool of $50,000,000. 


Representatives of the Eastern banks guar- 
anteed to provide $25,000,000 for the cattle 
loan pool, providing the Western bankers 
would match this sum dollar for dollar. Af- 
fairs connected with the credit in the East 
are being handled by Mr. Eric P. Swenson, 
Chairman of the Board of The National City 
Bank of New York, who is also chairman of 
the committee representing the Eastern 
bankers, and by Mr. S. E. Ward, Vice- 
President of the National Bank of Com- 
merce in New York. The Western Executive 
Committee, which has its headquarters in Chi- 
cago, is composed of Mr. M. A. Traylor, Presi- 
dent, First Trust & Savings Bank, Chicago; 
Mr. J. R. Washburn, Vice-President, Conti- 
nental and Commercial National Bank, Chi- 


cago; Mr. §. T. Kiddoo, President, Live Stock 
Exchange National Bank; Mr. M. L. McClure, 
Director, The Federal Reserve Bank, Kansas 
City; and Mr. John Fletcher, Vice-President, 
Fort Dearborn National Bank, Chicago. 

Since the situation which brought the credit 
into existence is acute, every effort will be ex- 
erted to make funds under it available at the 
earliest possible date. Direct placing of the 
loans will be through well known cattle loan 
companies, intimate with local conditions, and 
through local banks. Notes received under 
the loan will have a maturity of 6 months, with 
the privilege of renewal, where necessary, up 
to a total of 30 months. First consideration 
will in all cases be given to the breeding herds. 

The rate of interest will be as low as is con- 
sistent with current conditions in the money 
market. It may be definitely stated that no 
brokerage commissions in connection with 
placing the loans will be permitted. It is held 
by the bankers instrumental in providing the 
credit that the chief purpose of the loan is serv- 
ice—to provide greatly needed aid to those 
who are confronted with a very menacing 
problem. Any brokerage commission, there- 
fore, would be entirely out of keeping with 
the spirit in which the money has been so 
promptly provided. 


Freight Rates _and_ Business. 





The abrupt declines that the prices of farm 
and other products have suffered have brought 
freight rates under sharp criticism. Senator 
Capper of Kansas recently stated that “these 
rates almost absorb the farmer’s grain, also 
a large proportion of his livestock; they have 
absorbed the decrease in the price of lumber; 
they have helped in many ways to demoralize 
the business of the country and to prevent its 
recuperation.” 

Freely granting that the position of the agri- 
culturist has been an unhappy one in the past 
few months, it seems to us that freight rates 
are not guilty, as charged. The causes of 
commercial depression are worldwide and are 
not to be found in domestic transportation 
charges. When business was good last Fall 
the largest tonnage in the history of the coun- 
try was offered the railroads, despite the ad- 
vanced rates which became effective August 
26th. Today ocean tonnage rates are at the 
lowest levels in a great many years, but ocean 
traffic is suffering perhaps even greater stag- 
nation than rail traffic. There are many com- 
modities that would not move even if the roads 
offered to carry them free for the simple 
reason that no market exists for them. 

The California Citrus League is appealing 
to the Interstate Commerce Commission for 
lower rates, in spite of the fact that 367,741 
carloads of fruits and vegetables have been 

















shipped in 1921 as compared with 309,181 car- 
loads in 1920. Higher rates are clearly not 
checking the movement of this class of 
product. 

Freight Rates and Commodity Costs. 

The question as to whether freight rates 
are unduly burdensome has been carefully 
checked by Mr. Julius Kruttschnitt, chairman 
of the Southern Pacific, and his investigation 
proves that rates are an inconsiderable frac- 
tion of the toll taken by commission mer- 
chants and retailers on many commodities. 
For example, from figures furnished by one 
of the large growers of lettuce in California, 
it appears that a carload retails in New York 
markets at $4,320, and that the same carload 
was delivered in New York, all charges paid 
including cost of seed, labor, packing, freight 
and <efrigeration, etc., for $1,158. Texas 
farmess in April received $5 a ton for spinach. 
The “eight rate to Chicago was $30.36 a ton. 
The retail price at that time was $300 a ton, 
or $264.64 more than the railroad and the 
grower together received. Whether the 
farmer would be benefited in the slightest by 
a reduction of freight rates under these con- 
ditions is hardly debatable. 

That the Chairman of the Interstate Com- 
merce Commission believes that remedies for 
the business depression must be sought else- 
where is evidenced by his address before the 
Railway Business Association, wherein he 
stated: “In some quarters zealous efforts are 
made to have it appear that this situation is 
in large part, or in the main, due to high 
freight rates. Freight rates are high. I have 
yet to meet a well-informed man who does not 
feel that as a general thing they can be made 
no higher as a revenue measure. Careful in- 
quiry, into some distressing situations discloses 
that the utilization of products is prevented not 
by freight rates but by economic conditions, 
and, perhaps, manipulated markets.” Again, 
when Senator Shortridge appealed to the In- 
terstate Commerce Commission for lower 
rates for California shippers, Chairman Clark 
replied: “We are in no wise insensible to the 
difficulties which shippers generally are ex- 
periencing, but as I have said, the plight of 
the shippers can not well be much worse than 
that of the railroads. In many instances in- 
quiry into a situation demonstrates that it is 
not high freight rates that is preventing the 
sale of goods at the prices that must be paid.” 

The statement was recently made that the 
rate on wheat from Kansas City to New York 
was 30 cents a bushel, and from Argentina to 
New York 10 cents a bushel. Mr. Willard, 
President of the Baltimore & Ohio Railroad, 
analyzed this situation and found that when 
the Argentine wheat reaches New York in the 
form of flour its transportation has cost 49 
cents, as against 33 cents for Kansas flour. In 








1902 the freight rate on a bushel of wheat from 
Chicago to New York was 14 per cent of the 


selling price on the Board of Trade. Today 
it is 15 per cent. The rate is relatively, there- 
fore, scarcely more burdensome today than it 
was twenty years ago measured by the sell- 
ing price. ; 

In making the horizontal advances last year 
many inequalities were inevitable, but the 
railroads have shown a commendable spirit in 
adjusting these inequalities with dispatch. 

This, country has been built up by the means 
of the cheapest transportation in the world 
and so we believe that ultimately a general re- 
duction in rates is essential; but that cannot 
come until railway operating costs have been 
substantially reduced. Until then no reduc- 
tion is defensible. Railway rates are ona war 
level because railway costs are on a war level 
and business would be poorly served by a 
slashing of rates that would produce a series 
of railway bankruptcies. As we have point- 
ed out on previous occasions, we cannot 
expect prosperous conditions until the cycle of 
deflation has been completed. In this cycle 
must be included railway wages and railway 
supplies. When operating expenses have been 
deflated railway rates can be deflated, but we 
cannot expect to go back to the pre-war level 
of rates, as those rates were unfairly low. 


What the Railroads Are Actually Earning. 


Probably those people who are agitating 
lower freight rates are ignorant of the des- 
perate time the railroads are having in trying 
to make both ends meet. Some may be short- 
sightedly indifferent to the financial welfare 
of the carriers, for no one can examine their 
current earnings’ statements and honestly de- 
mand a reduction at this time. It has been a 
good many years since the railroads were in 
affluent circumstances. Today, almost with- 
out exception, strong and weak alike, they are 
living by the sufferance of their creditors and 
by the doles of the Interstate Commerce Com- 
mission and the Railroad Administration. 

The Transportation Act, it will be recalled, 
required the Commission to establish a rate 
level that would give the roads a return of not 
less than 5% per cent, and the Commission, 
using its discretion under the Act, decided that 
a return of 6 per cent was needed, the extra 
¥Y per cent to be used for additions and better- 
ments. Competent students of railway eco- 
nomics were agreed that this was the lowest 
return that would sustain transportation if 
private capital was to be attracted. 

The government guaranty expired August 
31, 1920. The figures of operation are avail- 
able for the succeeding eight months. A 6 per 
cent return for that period amounts to $728,- 
901,000; the actual net operating income of 
the carriers was only $277,942,000, or $450,- 
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958,000 less than the minimum they should 
have earned. Furthermore, almost 80 per 
cent of their net income was earned in the 
three months—September, October and No- 
vember—since which time earnings have been 
very much less, as the accompanying table 
shows: . 
Amountactually Deficiency 








earned under 6% 
September, 1920  ......0.. $75,310,000 $39,371,000 
THOT DEE © cccrcesesecncceses 86,455,000 31,889,000 
November 54,343,000 50,234,000 
December 10,225,000 81,243,000 
January, 1921, deficit... 958,000 71,584,000 
February, deficit ............ 7,378,000 66,993,000 
March 30,695,000 64,547,000 
April 29,249,000 65,098,000 





The average net earnings of the railroads 
for the eight months since the government 
guaranty expired have been $34,700,000 a 
month and it takes $37}200,000 a month merely 
to pay interest on the railroads’ funded debt. 
These figures show the utter impracticability 
of any reductions in rates until operating ex- 
penses have been definitely reduced. 


Only these meagre net earnings justify the 
forced curtailment of the necessary expendi- 
tures for maintenance of way and equipment 
which has occurred. 


Duty of the Government. 


When the carriers were returned to their 
owners their treasuries were dangerously de- 
pleted and the subsequent negligible net earn- 
ings have not tended to strengthen their cash 
position. In consequence, the companies 
found themselves unable to pay their bills 
promptly. It has been estimated that more 
than half a billion dollars is owed to supply 
companies for rails, ties, coal, etc. Many of 
these supply companies are seriously embar- 
rassed and throw an added burden on the 
banks which must carry them. One railroad 
is understood to have bills payable of $65,000,- 
000. The Government is said to owe this road 
over $100,000,000. This is a typical situa- 
tion. A prompt and liberal settlement of the 
accounts between the Railroad Administration 
and the carriers would produce untold bene- 
fits. It would be the first step towards a busi- 
ness revival. The second step would follow 
when increased net earnings prompt the rail- 
roads to begin buying again. The amount of 
work that should be done to place the rolling 
stock and other property of the carriers in 
shape to handle a normal flow of traffic is stu- 
pendous. Far-sighted business men have rec- 
ognized that if the railroads enter the mar- 
kets as buyers in periods of depression, not 
only would they procure their supplies more 
cheaply but the period of depression would un- 
questionably be shortened. 

The President has discretion, under the 
Transportation Act, to fund the capital expen- 
ditures made on the railroads during the 


period of Federal control. This funding and 
the payment of the balances still due for the 
guaranty period would release substantial 
amounts of cash to the railway companies 
which in turn should promptly liquidate their 
debts to the supply companies and banks. 
Thus it lies in the power of the Government to 
an unusual degree to assist materially in the 
recuperation of business. 

The railroads’ difficulties were the chief sub- 
ject of discussion between the President and 
the leading western bankers at the White 
House conference on June 20. The deep per- 
sonal interest which the President is mani- 
festing in the critical railway problem will 
assuredly hasten its solution. 


Causes of Diminished Earnings. 


As is well known, there is a seasonal fluctu- 
ation in the movement of traffic in good as 
well as in poor years. Traffic is always at the 
ebb in February and gradually rises to a peak 
in October. The average falling off in the 
volume of freight traffic, measured by ton 
miles, between October and February for sev- 
eral years past has been 28 per cent. The de- 
cline from October, 1920, to February, 192), 
however, has been much sharper—no less than 
47 per cent. With the volume of traffic vir- 
tually cut in two, it is not surprising that ap- 
proximately one in five of all the freight cars 
of the country were idle and that net earnings 
in February should have been written in red 
figures. 


This shrinkage in traffic, however, has been 
only a secondary cause of the railway diffi- 
culties. The primary cause is the high cost of 
labor and materials, and these costs are al- 
most wholly beyond the control of the rail- 
way manager. As Mr. Kruttschnitt points 
out in a very illuminating letter just sent to 
the stockholders of the Southern Pacific, 64 
cents out of every dollar of operating expenses 
were paid to labor at prices fixed by the Gov- 
ernment; 15 cents additional went for mate- 
rials and supplies at prices fixed by the -Gov- 
ernment, and 344 cents were paid for expenses 
incurred by the Government in the first two 
months of 1920 when the carriers were still 
under Federal control. Therefore a total of 
82% cents out of each dollar of expenses in 
1920 was paid out at prices practically fixed by 
the Government itself. Other materials and 
supplies consumed last year costing 15 cents 
out of each dollar, were purchased by the 
roads at prices fixed by general market con- 
ditions. In other words, only 2% cents out of 
each dollar of expenses was under the control 
of managerial ability. 

Before the Adamson Law went into effect 
in 1916, the railway wage bill was $1,468,576,- 
394, or 40.8 per cent of operating revenue. In 
1920, the same bill was $3,742,486,936, or 61.1 




















per cent of gross. These figures largely cx- 
plain the deplorable comparison set forth 
below: 


1920 1916 
Operating revenues ....... $6,225,402,762 $3,596,865,766 
Operating expenses, 
taxes, TENS .....c.cccee 6,163,138,341 2,556,781,249 





Net operating income $62,264,421 $1,040,084,517 


In 1916, which was a normal year, 71 cents 
out of each dollar of revenue covered operat- 
ing expenses, taxes and rents. In 1920, 99 
cents was so consumed. The balance of ap- 
proximately $62,000,000 left for security hold- 
ers for interest and dividends was one-sixtieth 
of the amount paid to employees. Had nota 
great majority of the roads accepted the guar- 
anty provisions of the Transportation Act, 
thus securing the Governmental rental until 
September Ist, it is obvious that few solvent 
roads would have existed at the end of the 
year. 

Security Prices Suffer. 


Because of impaired earning power, the 
Pennsylvania has been forced to cut its divi- 
dend to 4 per cent, the lowest rate paid in a 
generation. The Panhandle and the Omaha 
dividends have been passed, and the Chesa- 
peake & Ohio and Hocking Valley dividends 
deferred. Security prices have not unnatur- 
ally been adversely affected. One must go 
back to 1890 to find Great Northern preferred 
selling as low as it did in June. Southern 
Pacific broke through 70, the first time since 
the panic of 1907, although the company en- 
joys an exceptionally strong position. North- 
ern Pacific, which is paying its quarterly divi- 
dend out of surplus, sold at its lowest price in 
21 years. The National City Company has 
just prepared a chart of the average price of 
ten high grade railroad bonds, which shows 
that current prices are the lowest in 40 years. 

Gloomy as the situation is there are 
some encouraging developments. The Labor 
Board has authorized a 12 per cent reduction 
in wages effective July 1, which will result 
in savings estimated at $375,000,000 a year, 
and the wasteful national agreements are 
abrogated as of the same date. We must 
comment, however, on the injustice to the car- 
riers in postponi.ig the date of relief from in- 
tolerable financial burdens when the increases 
authorized last summer were made retroactive 
for two months. We also believe that the de- 
cision of the Labor Board should have gone 
further and cancelled last year’s increase which 
added over $855,000,000 to the pay roll. Every- 
one wishes to see those who work in trans- 
portation service fairly remunerated, but there 
is no possible justification for many of the 
abuses that crept into wage schedules during 
Federal control which very often required 
payment for work never done. A notorious 
illustration is an agreement compelling five 





hours pay for any work aiter an cight hour 
schedule even if such work might take but five 
minutes. Such economic waste is indefensible 
at any time but is an impossible burden under 
prevailing conditions. Full crew laws are still 
in effect in many states and require the em- 
ployment of unnecessary trainmen. State laws 
require that the Missouri, Kansas & Texas 
maintain general offices’ in three states, en- 
tailing a sheer waste of a quarter of a million 
dollars a year. The public should demand the 
speedy abolition of law-made jobs. 


The Transportation Act. 


We do not agree with those who claim that 
the Transportation Act is a failure. It has not 
yet had time to demonstrate its worth. Its 
fundamental theory is the recognition of the 
rights of investors. Due to the steady fall 
of freight rates after 1905 and the persistent 
rise of wages and prices, railway investors 
have suffered severely. Between 1912 and 
1919 nearly $4,000,000,000 were added to the 
railway property values, and yet the return 
paid to investors in the form of interest and 
dividends increased only $8,700,000. The new 
capital yielded an additional income of two- 
tenths of 1 percent. Recognizing the impossi- 
bility of continuing to attract private funds un- 
der such treatment, the framers of the Esch- 
Cummins Act wrote into the law that rates 
must cover not only the expenses of operation 
but a fair return on the aggregate value of rail- 
way property. Unfortunately, the Act divided 
authority. Less than twelve months prac- 
tical experience demonstrates the futility of 
requiring one body sitting in Washington to 
build up and protect railway net revenues 
when another body sitting in Chicago, with- 
out responsibility for the financial results of 
its decisions, can nullify the best efforts of the 
first body. The Transportation Act needs 
amendment in this particular. The Interstate 
Commerce Commission, heavily burdened 
though it is, must have ultimate authority 
over what the railroads pay for services re- 
ceived as they. have authority over receipts 
for services rendered. 


The Colombian Treaty. 


Friends of Colombia have taken issue with 
some of the statements made in the May num- 
ber of our Monthly Letter relative to the 
events leading up to revolution at Panama and 
the recognition of the independence of Pan- 
ama by President Roosevelt. Their claim is 
that the Colombian Senate was within its 
rights under the constitution of Colombia in 
rejecting the Hay-Herron treaty, which Presi- 
dent Morroquin had negotiated, that there was 
no collusion between Morroquin and the Sea- 
ate, and therefore no violation of faith with 
the United States. 

















While admitting that Morroquin exercised 
the powers of the Colombian Congress in ad- 
dition to the powers of President during a 
period of civil war lasting several years, they 
say that this was in accordance with the Co- 
lombian constitution, and that a Congress was 
duly and legally elected and convened after 
the termination of the civil war, and that the 
Senate then elected and convened rejected the 
treaty for reasons which it deemed sufficient. 

We are quite willing to present this side of 
the case, and recognize that when a contro- 
versy turns largely upon a question of the 
motives which have actuated individuals in 
the performance of certain acts, the discussion 
is very likely to be inconclusive and unprofit- 
able. 

Our reference to the treaty was not made 
with any purpose to revive the contro- 
versy, or to insist upon the view taken by the 
United States authorities when the unfortun- 
ate disagreement occurred, but simply to 
record, from the standpoint of the United 
States, why the settlement had been made, 
and to commend it. We have held that the 
chapter could not be considered closed until 
a settlement satisfactory to Colombia had been 
made, because more important than the mo- 
tives or mistakes of the personages compos- 
ing either government at that time are the 
questions of fundamental justice and good re- 
lations between the two countries. All of the 
individuals originally identified with the con- 
troversy, and whose acts, performed in the 
exercise of their discretion, resulted in 
strained relations, have passed away, but the 
relations between the countries are perpetual 
and should be friendly and more intimate as 
time goes on. 


International Relations. 





Our original reference to the treaty with 
Colombia and the settlement for which it pro- 
vides was for the purpose of emphasizing the 
importance of giving due consideration to the 
views and feelings of other peoples in matters 
of common concern over which differences of 
opinion develop. If we are in favor of reduc- 
ing expenditures upon armies and navies and 
believe that nations should be able to main- 
tain friendly relations, we should try to avoid 
policies that are likely to cause irritation. The 
sure basis for world peace is good feeling and 
a disposition in every country to pursue a pol- 
icy in international affairs that makes for 
friendly relations and the general welfare. 

There is another situation in our interna- 
tional relations which gives greater concern 
to many of our people than did that be- 
tween this country and Colombia, and that is 
the situation created by the proposal to reopen 
the question of tolls upon the Panama Canal. 


The entire history of negotiations over the 
canal project from the time of Henry Clay to 
the ratification of the Hay-Pauncefote treaty 
shows that the United States always stood 
for the construction of a canal which would 
be open to the ships of all countries upon equal 
terms, no matter by whom the canal might 
be constructed. In the early years it seemed 
probable that the capital for such an under- 
taking would come from Europe. The capital 
for the construction of our early railways 
came largely from there, and it was natural 
to expect that the canal venture would enlist 
capital there, rather than in this country. The 
Government at Washington in those years 
showed much solicitude for the principle of 
equal treatment. It expressly sought the 
agreement with Great Britain to that effect, 
embodied in the Clayton-Bulwer treaty, ne- 
gotiated in 1850. 


Clayton-Bulwer Treaty. 


As showing the attitude of our Government 
the following extract from a letter, dated Oc- 
tober 20, 1849, by the Hon. John M. Clayton, 
Secretary of State, to Mr. Lawrence, our Am- 
bassador to Great Britain, in regard to an 
agreement relative to the Nicaraugua route, is 
quite conclusive. Mr. Clayton said: 

If, however, the British Government shall reject 
these overtures on our part, and shall refuse to co- 
operate with us in the generous and philanthropic 
scheme of rendering the inter-oceanic communication 
by way of the port and river of San Juan free to all 
nations upon the same terms, we shall deem our- 


selves justified in protecting our interests independ- 
ently of her aid and despite her opposition or hostility. 


Great Britain yielded to the arguments of 
the United States government, and the Clay- 
ton-Bulwer treaty was the result, in which it 
was agreed that neither country would ever 
attempt to secure exclusive control of the 
Canal or acquire “any rights or advantages in 
regard to commerce or navigation through the 
said canal which shall not be offered on the 
same terms to the citizens or subjects of the 
other.” 


The Hay-Pauncefote Treaty. 


More than fifty years passed before the 
movement which resulted in the actual con- 
struction of the canal was inaugurated. After 
the voyage of the “Oregon,” which raced 
round Cape Horn and arrived off Santiago 
just in time to have a part in the battle with 
the Spanish fleet in 1898, the American people 
determined to have the canal. They proposed 
to construct it with public funds, and they 
wanted to have the control in the United 
States government. They wanted to operate 
it, regulate the tolls and defend it with fortifi- 
cations if they chose to do so. The British 
government was approached with a view to 
securing modifications of the Clayton-Bulwer 




















treaty, and an agreement was reached in the 
Hay-Pauncefote treaty, giving us what we 
wanted in the way of control. The terms 
were extended to include any canal forming a 
passage between the Atlantic and Pacific 
oceans. 

The Hay-Pauncefote treaty was signed at 
Washington, November 18, 1901. The pro- 
vision as to equality of charges is adopted 
from the convention governing the Suez Ca- 
nal, and reads as follows: 

The canal shall be free and open to the vessels of 
commerce and of war of all nations observing these 
rules, on terms of entire equality, so that there shall 
be no discrimination against any such nation, or its 
citizens or subjects, in respect of the conditions or 


charges of traffic, or otherwise. Such conditions and 
charges of traffic shall be just and equitable. 


This language would seem to be as un- 
equivocal as language could be, but there are 
people who argue that the covenant simply 
means that the United States will treat all 
other nations equally, having as owner of the 
canal a right to make any terms it pleases for 
American shipping. 


Coastwise Trade. 


That argument is so strained that it can 
hardly be considered seriously, but there is 
another plea more specious. It is in favor of 
the right of the United States to exempt 
coastwise shipping from tolls, on the ground 
that foreign ships are not admitted to the 
coastwise trade. It is argued that since there 
is no competition there can be no favoritism 
or inequality. That this is unsound reason- 
ing will appear from one situation which might 
arise. In the case of two ships, both loaded 
with lumber, one of American registry, and 
sailing from Seattle, and the other of British 
registry and sailing from Vancouver, both 
bound for New York; one would pass through 
the canal free under the proposed act; the 
other would pay tolls. Would that be equal 
treatment for the ships of all nations? 

Great Britain undoubtedly will protest 
against the proposed legislation as in violation 
of the treaty, and a great many Americans 
will feel that, to say the least, the policy is 
not as clear as they would wish it to be, if it 
is to be the occasion of a controversy between 
the countries. 


Influence Upon Railroad Traffic. 


Moreover, there is a very good reason which 
concerns ourselves alone for not remitting the 
tolls on commerce between the two coasts, and 
that is that it would still further disturb the 
railroad situation. The time has gone by for 
accepting every policy that may have the ef- 
fect of reducing railroad rates as of unques- 
tionable advantage to the public. The railroads 
must, somehow, have income sufficient to live 











on, and it is a serious problem to find it. The 
Panama Canal has been built at great expense 
to the public, and there is no sound reason 
why the traffic which uses it should not pay 
the cost of maintaining and operating it, and 
a fair return upon the capital invested, as 
traffic on the railroads must be required to do. 
A reduction of railroad earnings on transcon- 
tinental traffic will require a corresponding in- 
crease of earnings from other traffic, and the 
interior will have to pay the bill. 


Shipping Act Provisions. 


The Shipping Act affords an exampke of pro- 
visions calculated to disturb international re- 
lations. It gives authority for putting into 
force discriminating customs duties in favor 
of commodities imported in ships of American 
registry and discriminating railroad rates in 
favor of commodities carried in such ships. 
Every discrimination of this kind produces ir- 
ritation and is likely to provoke retaliation in 
some way, producing more irritation. All 
such provisions are economically unsound, be- 
cause they tend to involve the trade of the 
world in a’mass of complications, making the 
exchange of products more difficult and more 
costly. They are suggestive of the jurisdic- 
tional disputes among labor unions, and to- 
gether with much other legislation are actu- 
ated by the vicious theory that there is not 
enough work to go around, and that the sup- 
ply must be carefully conserved. 

Everything must come at last to the test 
of whether or not it facilitates business. It is 
not at all certain that it is desirable to force 
all our foreign trade into American ships. It 
should not be overlooked that the trade is 
more important than the ships, and that ef- 
forts to have everything to our advantage may 
overreach themselves and injure the trade. 


British Bankers on Foreign Trade. 


The leading bankers of London have all 
joined in a public statement in which they have 
laid down very cogently the arguments in 
favor of public economy and a minimum of 
governmental interference with trade. It is 
worth reading, for it lays down general prin- 
ciple which apply to one country as well as 
another. The full statement, with signatures, 
is appended herewith: 


A hundred years ago, in a time of depression fol- 
lowing a great war, the merchants of London present- 
ed to Parliament a memorable petition against the 
“anti-commercial principles” of the restrictive sys- 
tem then in force. Today, moved by the same anx- 
ieties, weighed down by far heavier taxation and face 
to face with proposals intended to renew the restric- 
tive methods of the past we submit that it is essen- 
tial to the revival of confidence that no legislative or 
administrative measures should be taken which would 
diminish the total output of British industry or check 
the free exchange of British goods. 

The burden of taxation can only be lightened if the 
necersity for public economy is resolutely faced. The 








present rate of national expenditure threatens to crip- 
ple the country’s resources and to impair its credit 
abroad. In our judgment, it is more than the com- 
mercial community can bear, more than the capacity 
of the nation can afford, more than were proper econ- 
omies effected, the nation need be asked to sustain. 


The system of Government regulating trade by li- 
censes, controls, and departmental orders has, admit- 
tedly, however well-intended, had in many cases un- 
fortunate results. Political interference with the 
natural course of commerce without regard to eco- 
nomic laws invariably does mischief. British trade 
needs nothing so much for its recovery as freedom 
to deal with its own difficulties, to study and provide 
for its own interests and to work out its own salva- 
tion. 

It is as true as it was a hundred years ago that 
foreign commerce conduces to the wealth and pros- 
perity of a country by enabling it to import the com- 
modities which other countries are best able to sup- 
ply, and to export in payment those articles which 
from its own situation it is best adapted to produce; 
that freedom from restraint be calculated to give the 
utmost extension to foreign trade and the best direc- 
tion to capital and industry and that the maxim of 
buying in the cheapest) market and selling in the 
dearest, which regulates every merchant in his in- 
dividual dealings, is the best rule for the trade of the 
whole nation. 

The policy of trying to exclude the production of 
other countries, with the well-meant design of en- 
couraging our own, cannot increase the volume of 
commerce or the total volume of employment here. 
But it may well compel the consumers who form the 
bulk of our population, to submit to privations in 
the quality or quantity of the goods they buy The 
importation of foreign goods does not diminish the 
activities of our people, because such goods can only 
be paid for by the produce of British capital and labor. 
The advocates of a restrictive system are too apt to 
lose sight of the elementary fact that nations, or, 
rather, individual members of nations, buy foreign 
goods because they need them, not to benefit others, 
but to benefit themselves, and pay for them by pro- 
ducing goods which the foreigner in his turn requires. 
We cannot limit imports into this country without 
limiting our export trade, and striking a grave blow 
at the world-wide commerce on which this island 
kingdom principally depends. 

Trade is exchange. No nation which lives by trad- 
ing with others can prosper unless other nations 
prosper, too. We hold today great stocks of goods. 
We are ready to manufacture more. There is a large 
and insistent demand for them abroad. But owing 
to the paralysis of Continental commerce—due in 
part to the restrictive barriers which the new States 
have set up between themselves—the would-be buy- 
ers of our goods have not the means to pay for 
what they want. We have to build up the market 
that we need by encouraging Continental nations to 
export to us. For it is only by exports that they can 
re-establish their credit and provide funds for the 
payment of their debts. In such a situation we be- 
lieve that all expedients to control and hamper im- 
ports into this country, whether by licenses, tariffs, 
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or any other means, can only retard improvement in 
the Continental exchanges and prevent the natural 
recovery of trade. Legislation of this nature, while 
it may increase the profits of a few selected indus- 
tries, cannot fail to check our output as a whole 
and to increase the costs of production to a level 
which may make it increasingly difficult for British 
traders to compete successfully with others in the 
markets of the world. 

With party or political considerations we, as bank- 
ers are not concerned. But in the interests of Brit- 
ish industry and commerce, now menaced by anxieties 
which it would be a profound mistake to underrate, 
we desire to enter a respectful protest against every 
restrictive regulation of trade which tends to dimin- 
ish the resources of the State. 


c. S. Addis R. M. Kindersley 
Avebury H. S. King 
Henry Bell Walter Leaf 

R. H. Brand James Leigh-Wood 
E. C. Brown F. C. Le Marchant 
Chalmers R. McKenna 

L. E. Chalmers Algernon H. Mills 
L. Currie Edward Paul 


F. C. Goodenough 

H. C. Hambro 

R. M. Holland-Martin 
Inchcape 

F. Huth Jackson 


J. Beaumont Pease 
Felix Schuster 

J. Hope Simpson 
J. H. Tritton 

R. V. Vassar-Smith 


Foreign Trade and the Exchanges. 


Foreign exchange rates fluctuated erratical- 
ly during June. Sterling, starting on the first 
day of the month at $3.90, registered within 
nine days a drop of 20 points to $3.70. Al- 
most immediate recovery began, but the $4 
mark reached late in May was not again ap- 
proached during June. 


At the bottom of this page appears a graph 
which pictures the course followed by Sterling 
day by day since the middle of May. A sin- 
gle glance at the contortions of the curve will 
disclose vividly one fundamental reason why 
American trade with foreign countries is so 
unsteady. With monetary values jumping up 
and down like the needle of a compass literally 
in a single day, it is no wonder that anything 
approaching scientific pricing of goods enter- 
ing into international commerce is most diffi- 
cult. 





The principal factor in the Sterling situation 
during June was the reported heavy buying of 
dollars in London for German reparations pay- 


JUNE 


14/15] 16 | 1718 2l 


Fluctuation of Sterling Rate During Past Siz Weeks. 
10 














ments. Slight effect, it is conceded, came 
through the interchange of commodities be- 
tween the two countries, since such impetus 
(often a dominating factor) was neutralized 
by the decidedly quiet tone of business in both 
countries. 

Neither French nor Scandinavian exchanges 
exhibited any particular features during the 
month. The lire developed a decided weak- 
ness, partially due, no doubt, to the fact that 
the Italian government has lifted its exchange 
restrictions, and partially to the fact that re- 
mittances from Italians in this country to the 
Motherland have dropped materially since the 
industrial depression began. 


South American exchange during the month 
continued in the slump which it began to de- 
velop nearly a year ago, and consideration of 
the underlying causes for the depreciation in- 
volves one in a most baffling cycle of reason- 
ing. One reason why South America is buying 
lightly from us because dollars are at such a rela- 
tively high premium (more than 3 to 1 in the 
case of Brazilian exchange) and we in turn are 
buying lightly from South America because we 
have, apparently, great stocks of the raw mate- 
rials which the Southern continent exports. Both 
conditions affect exchange. That is to say, 
trade suffers because of the state of the ex- 
changes, and the exchanges suffer because of 
the state of trade. 


Proper balance and adjustment seems inev- 
itable, because South America is in vital need 
of the finished products which this country is 
equipped to produce in surplus, just as we here 
vitally need—under normal conditions—the 
coffee, hides, rubber, wool, meats, metals, etc., 
which South America produces in surplus. The 
things that South America has to offer in the 
world’s markets are chiefly raw materials of 
prime necessity; therefore conditions there, 
although temporarily disturbed, must be fun- 
damentally sound, inasmuch as the things that 
South America produces are in themselves 
fundamentally necessary to the world as a 
whole. 


Foreign exchange rates for June are as fol- 


lows: : : 
Ratein Ratein Change %of 


cents cents from Depre- 
Normal May27 June27 par _ ciation 
Canada ........ 1.00 8950 8825 1175 1134 
Germany ....... 2382 .0162 0135 2247 94% 
WARY ies .1930 0535 0595 1335 69 
Belgium ....... .1930 0842 0805 1125 58 
France ......... 1930 0843 0807 1123 58 


England ...... 48665 3.91 3.76 1.1065 22% 
Switzerland.. .1930 1772 1700 .0230 12 

Holland ........ 4020 3485 3315 0705 17% 
Denmark .... .2680 .1782 1705 0975 36% 


Norway ......... .2680 1533 1450 1230 46 
Sweden ......... .2680 2310 2245 0435 16% 
Spain ............ .1930 1315 1320 .0610 31% 
Argentina 9648 .7600 .6850 4.2798 29 
Japan cesses 4985 4800 4800  .0185 3% 





The picture of this country’s foreign trade 
as reflected in the last official report of the de- 
partment of Commerce, is anything but grati- 
fying. During the month of May, this year, 
the value of our exports was 55.9 per cent 
below that of May, 1920, and our imports 52.4 
per cent below. During the eleven months 
ending May 31, we exported 17.4 per cent less 
than during the 11 months ending May 31, 


1920, and imported 26 per cent less. Stated 
in dollars,-these values were: 
Exports Imports 
Se TOE a scrnseniiniiee $329,746,379 $204,910,865 
I I cssneniciotecrcenrrstieee 745,523,223 431,004,944 
11 Months ending May, 
DRESY Gib alicckivloisgctre atin 6,179,350,357 3,468,787,153 
11 Months ending May, 
GOW * ‘scenbtaceneiseeuestiveseseesen 7,479,611,906 4,685,746,580 


The May figures mark a new low level for 
the year 1921 in both imports and exports; 
they reflect not only a further slackening in 
the demand for foreign goods here and for our 
goods abroad, but likewise the steady decline 
of commodity prices. England has the same 
story to tell, with her total exports off £89 
million as compared with May, 1920, and her 
imports off £80 million. In other words the 
condition which brings about these results is 
a world condition, a slackening of demand and 
purchasing power everywhere. The evil of 
falling international trade will be cured, not 
when some one country—our own, for in- 
stance—begins to make satisfactory progress 
toward post-war recovery, but when all of the 
important countries of the world have begun 
to re-establish their economic life on the basis of 
former balance and stability. Even a perfunc- 
tory examination of foreign trade statistics 
from month to month gives in unmistakable 
language evidence of how intimately the pros- 
perity of this country is found to be linked 
with the recovery of Europe and the rest of 
the world. 


The Monev Market. 


Money rates for both call and time loans 
rhe ts materially during June. Numerous 
influences to bring about this condition were 
at work, including the Federal Reserve Bank 
of New York’s reduction in its rates, the fur- 
ther liquidation of credit, the decline in secur- 
ity values, and the amassing here of income 
tax payments, along with the return through 
the usual mediums of the dividend and interest 
money disbursed by corporations on June 15. 

Call loans exhibited an extraordinarily un- 
even tendency throughout the month. On 
June 1, for example, renewals were at 7 per 
cent and on June 3 at 7% per cent. June 15— 
the day income taxes, interest, dividends, etc., 
were payable—the rate was 534 per cent, and 
in the latter days of the month had dropped to 
5 per cent flat, or a decline of 33 1/3 per cent 











in interest rate within a single fortnight. Such 
a wide variation is of course altogether un- 
usual. The 5 per cent rate has not, been quoted 
in New York since October, 1919. Outside 
loans were being made, after the middle of 
the month, at from 4 to 414 per cent. 


Call money generally was abundant. Loans 
of New York brokers who, of course, absorb 
practically all of the call money offered in the 
market, have been greatly reduced in volume 
during the past two years. It is estimated by 
the Wall Street Journal that brokers’ loans 
now stand at about $600 million, as compared 
with $1,750 million in July, 1919. The con- 
traction therefore has been more than $1,100 
million, In a normal “bull” market the daily 
turnover of call money is estimated at from 
$40 to $50 million, whereas the present daily 
turnover is running between $10 and $15 mil- 
lion. 

Time money throughout the month was very 
slow, being available generally at from 614 to 7 
per cent. The demand, as was to be expected, 
was influenced by the temporary factors that 
had been injected into the money market as a 
whole, and by the sluggish trend of business. 

General prevalence of easier credit condi- 
tions was reflected in the action of the Federal 
Reserve Bank of New York which, on June 15, 
reduced its rates for all discounts and advances 
from 6% to 6 per cent. This was the second 
reduction to be made by the bank this year. 
The various changes in its rates during the 
past 18 months have been as follows: 


Nov. 8, 1919: increased from 4 to 4% per cent. 
* Jan. 22, 1920: re “« 4% to 6 per cent. 
May 29, 1920: » “ 6 toT7  ~»per cent. 
May 5, 1921: decreased from 7 to 6% per cent. 
June 15, 1921: ” “ 6% to 6 per cent. 


With the drop of the New York bank’s rate, 
all of the Federal Reserve Banks, except two, 
are now operating on a 6 per cent basis, and 
these two banks which are maintaining a 
higher rate are located in cities which serve 
the financial interests of great agricultural 
communities. Here liquidation, due to the 
sharp descent in prices for agricultural products, 
has proceeded more slowly than in such manu- 
facturing centers as Boston, Philadelphia and 
Cleveland. 

Both the persistent and orderly liquidation 
of credit here, and the continued inflow of 
gold from foreign countries, have contributed 
considerably to strengthening the New York 
bank’s reserve position. On June 22, the ratio 
of total reserves to deposits and Federal Re- 
serve note liabilities stood at 68.9 per cent, as 
compared with 60.6 per cent one week previ- 
ous, and 39.2 per cent on June 25, 1920. The 
reserve of the twelve banks combined rose 
during the same period to 60.4 per cent as 
compared with 56.8 a week previous and 43.6 
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on June 25, 1920. All of these facts point to 
easier money conditions, and to a wholesome 
improvement in the financial situation. 

Previously the Bank of Ungland had set the 
example for the New York Reserve Bank in 
reduction of rate. In this instance, how- 
ever, the New York bank’s announcement came 
fully a week before the Bank of England 
dropped its rate from 6% per cent to 6 per 
cent. Due to the industrial disturbances in 
Great Britain, it had been doubted whether, the 
Bank’s rate there could be reduced for some 
time. Coming when it did, with the coal 
strike still not definitely concluded, the effect 
on British finance was decidedly stimulating. 

Gold continues to flow into the country in 
unprecedented quantities. During the first five 
months of this year, the United States re- 
ceived more than $303 million worth of the 
yellow metal. Our current stock is estimated 
at fully 40 per cent of the world’s money gold 
stock of $7,797 million, and is today some $50 
million above our previous holding record, 
which was established on May 1, four years 
ago. Such an abnormal gold fund is, in times 
like these, fraught with as much potential 
danger as it is with potential blessings. In 
the administration of this enormous fund, the 
United States will have to take care not to 
commit the mistakes that other nations have 
made in handling a great concentrated stock 
of gold. 


Land Ownership. 


Professor J. Russell Smith, of Columbia Uni- 
versity, is the author of a timely and valuable 
work upon “The World’s Food Resources,” 
covering the subject in a comprehensive man- 
ner. It contains a reference to the low wheat 
yield of Russia which is interesting, because 
the author attributes it to the system of land own- 
ership. The fundamental fact about land own- 
ership is that it gives a sense of absolute se- 
curity in tenure which the occupier does not 
have under any system of community owner- 
ship. After all is said in behalf of the theory 
that private ownership of natural resources is 
inconsistent with public rights, the fact is that 
the public is interested in the system which 
produces the largest yield from the land. The 
public interest is in yield rather than in own- 
ership, and this is true as to all productive prop- 
erty. Professor Smith says: 





Russia, with its low yield of ten bushels per acre, 
might easily average fifteen or eighteen bushels, with 
a slight increase of animal industry and a system of 
land ownership that would place a premium on good 
farming rather than on bad farming. The democracy 
in the life of the Russian village or mir, while it pro- 
duced absolute equality of men with regard to the 
ownership of the land on which they lived, has also 
produced very poor crops, because no man owned 
& field. He owned a share in the village holdings. The 
shares were from year to year redistributed, so that 
there was no reason why a peasant should enrich his 

















patch and hand the results of his labor over to his 
neighbor the next year. To make matters worse, in 
the attempt to get equality of land, each of the four 
or five types of soil that the village happened to own 
would be divided into as many pieces as there were 
farmers in the village, so that a farmer might have 
a field only eight feet wide with a dead furrow and 
no grain at the edge where it joined his neighbor’s 
tract, which might also be but five or ten feet wide. 
If out of their revolutions the Russians establish order 
and individual land ownership, their yield of wheat 
will probably increase—if demand exists. 

The grain crop of Roumania last year fell far 
short of pre-war figures, and the reports from 
the International Bureau of Crop Reports at 
Rome forecast similar results for 1921. Pros- 
pects are said to be for about one-half the pre- 
war yield, with nothing for export, although 
Roumania formerly was an important export- 
ing country. This falling off is attributed to 
the breaking up of the large estates into small 
holdings, which is a state policy. 

The London Economist has quoted from a 
report by the Secretary of the Chamber of 
Commerce, Varna, Bulgaria, in which refer- 
ence is made to the rich province of Dobrudja, 
transferred from Bulgaria to Roumania in the 
peace settlement. It is said that this province 
was “a land of large estates, cultivated by 
modern methods, with many cattle and sheep,” 
and that “the new land act cuts up the country 
into peasant holdings to which agricultural 
machinery is less applicable.” It intimates 
that the new proprietors will be a long time in 
paying for their purchases. 

Similar reports come from Poland and Rus- 
sia. There is a lack of farming equipment 
among the new proprietors, and the land hold- 
ings are too small to allow of investment in 
modern machinery by the new proprietors. 
Fertilizers and the most approved farming 
methods are not used as generally as under 
the large proprietors. The results seem to 
show that even though it may be desirable 
to have the land holdings more widely dis- 
stributed, it would have been better to have 
had the distribution take place in a gradual 
manner. 

The lesson has a wide application. The un- 
equal distribution of wealth so commonly the 
subject of comment occurs for the most part 
in the ownership of productive property, and 
the public’s chief interest in that kind of prop- 
erty is that it shall yield the largest possible 
quantity of the commodities wanted for gen- 
eral consumption. The question of who owns 
and manages the productive equipment is sec- 
ondary to the question, in whose hands will it 
produce the largest results? The Russians 
have been giving a demonstration upon that 
point as to all kinds of productive property. 


Fertilizer From Coal. 


Continuing his discussion of wheat produc- 
tion, Professor Smith shows that the Russians 
are not the only people who are failing to 





make the best possible use of their resources. 
He says that the people of the United States 
are losing enough fertilizing agents in their 
present consumption of coal to produce all the 
wheat consumed in this country. He says 
upon this point: 


There are few countries indeed where social and 
legal improvement may not make substantial increasa 
in food production including wheat. 

The most important single element to increase the 
fertility of the soil and stimulate the growth of 
wheat is nitrogen, used by the plant in the form of 
nitrates of which we have in recent decades begun to 
import hundreds of thousands of tons from the nat- 
ural beds of Chilean nitrate (nitrate of soda). Much 
more significant, however, is the manufacture of ni- 
trates directly from the air, with the assistance of 
limestone and heat derived either from the electric 
are or from coal. This product, commonly called cyan- 
amide (containing nitrate of lime) is now being 
manufactured by the thousands of tons at Niagara 
Falls and in Norway, Sweden, and many places on 
the continent of Europe. Germany even boasted that 
she was free from any need of the Chilean nitrate from 
which the British blockades had barred her. The 
late Lord Rhondda, British food administrator, said 
in 1917, “England and the United States are laggards 
in the fixation of atmospheric nitrogen—The German 
farmer now produces much more food per acre than 
the British, though he has a poorer soil and climate.” 

Ammonia is also obtained from sulphate of am- 
monia made in the by-product coke oven, which dis- 
tils many pounds of precious plant food for every 
ton of coke that passes through it. People in the 
United States are today mining and wasting by burn- 
ing with their coal enough ammonia to fertilize far 
more wheat than they eat. 


The principal producers of iron and steel 
have made rapid progress in the last few 
years in the substitution of by-product coke 
ovens which save the valuable constituents 
that have been going to waste. The utilization 
of the constituents of coal and iron ore have 
gone so far that an eminent chemist has been 
quoted as saying that the time has come when 
pig iron, formerly the only product obtained 
by smelting iron ore by the use of coke, had it- 
self become a by-product. The value of work 
of this kind must be taken into account in de- 
termining the interest of society in the owner- 
ship and management of industry. 


Legislative Groups. 





It is a common criticism of political parties 
in countries where parliamentary government 
is well developed that the party principles 
are not well-defined, that each party is made 


-up of many incongruous and inharmonious 


elements, that they are but imperfectly re- 
sponsive to public opinion and that altogether 
as machinery of government far from satis- 
factory. Nobody gets the full results he de- 
sires, and therefore feels at liberty to de- 
nounce parties and politicians as very un- 
reliable. 

The truth about it of course is that every 
political party, like the social body itself, is 
composed of people of many shades of opin- 
ion, acting together because they have some 
dominant purpose in common which requires 








that they subordinate matters of minor import- 
ance. Order and government are maintained 
by the continual composition of differences 
and compromise of opinions. 

Mr. Austen Chamberlain, recently chosen 
leader of the Coalition forces in the House of 
Commons of Great Britain, speaking at a din- 
ner given in honor of his selection for that 
post, is quoted as follows: 

The critics of party no doubt have much to allege 
against the party system, and some of it not without 
justice. Party leads to unreasonable and unpatriotio 
extremres of thought and action in the excitement of 
our political struggles. It leads sometimes to forget- 
fulness of the objects for which parties exist and 
which alone justify their existence—the greatness of 
the country and the welfare of its people. It leads 
often and most frequently to an exaggeration of our 
differences and to the minimizing of the great mass 
of agreement that in the past has been common to all 
parties. But I will say this to critics of party, don’t 
judge parties only by defects; judge them also by 
merits. The alternative to party is groups, sections, 
interests and classes. I do not say none of these af- 
fects the course of action of party, but I do say that 
the broad allegiance to the party of your choice keeps 
those smaller, narrower, and baser motives in check, 
and that it will be a bad day for this country when 
we abandon the party system which our free Parlia- 
mentary institution has developed and slip into that 
system of little groups and sections which gives the 
largest play to petty interests and takes the least no- 
tice of the great issues of the day. 


Parliamentary Groups. 


As compared with the British Parliament 
and the Congress of the United States, the 
parliamentary bodies on the continent of Eu- 
rope are divided into numerous groups, who 
use their voting power by driving the best 
bargains they can to promote the special in- 
terests they wish to serve. The result is an 
even greater state of uncertainty as to gov- 
ernmental policies than we are familiar with 
in this country. 

In the new Chamber of Deputies of Italy, 
Premier Giolitti is dependent for a working 
majority upon the combined support of the fol- 
lowing groups: 


























Votes 

Republicans 10 
Reformists 20 
Agrarians 25 
Radicals .......... 50 
Liberal Democrats 100 
Renovators 25 
Nationalists .... 20 
Fascisti 25 
275 


These together have 275 seats in a Chamber 
of 508. 

Of the Catholics there are two parties as 
the result of a recent split, and the Socialists 
and Communists bring the total of regular 
parties to twelve. In addition there are a 


number of nondescript independents, having 
no party affiliation, and lastly there are the 
Germans and Slavs, ten in all. 

Each of these groups has a special object 
to which it is particularly devoted, and in or- 


ganizing under that title the purpose is to 
drive the best possible bargain with the other 
groups. A similar situation exists in the Ger- 
man Reichstag. Every group whose votes are 
necessary to a majority is in position to hold 
a club over the Premier and block his policies 
unless he comes to terms. 


The effect of this multiplicity of organiza- 
tions is to deprive the individual member of 
that freedom of personal will and choice which 
in the long run gives the best results. Instead 
of voting upon measures in accordance with 
his judgment of their merits, he votes with 
his group, and the action of the group is likely 
to be determined by the trades it can make 
with other groups for the purpose of forward- 
ing the particular theories to which it gives 
its first loyalty. 


Farmers’ Benefit Group in U. S. 


It is reported that a group has been organ- 
ized in the United States Senate for the pur- 
pose of forwarding measures believed to be in 
the interest of the farmers. The intention 
of the participants no doubt is to promote 
legislation that will be generally beneficial, but 
group organization usually results in the sub- 
stitution of intrigue for straight-out voting in 
accordance with individual convictions. Such 
substitution is undesirable. 


Organization for the promotion of common 
interests is agreed to be a good thing, but 
every measure and purpose should be justified 
from the standpoint of the general interest. 
The division of society into organizations for 
the purpose of fighting each other, or getting 
something at the expense of each other by the 
power of combined numbers, is not the kind 
or organization that will improve conditions. 
Society is being strangled by such organiza- 
tions. The truth is that the interests which all 
groups and classes have in common are so 
much more important than the interests which 
are peculiar to themselves that they lose every 
time they lay emphasis upon the latter to the 
neglect of the former. 


The Bond Market. 


Declining prices in the bond market have 
resulted in a dull period with few new offer- 
ings by the houses of original issue. The one 
bright spot in the bond market during the 
month of June has been the municipal offer- 
ings and while prices have eased off during 
the month, nevertheless there has been ex- 
cellent distribution and a large number of 
bonds have been placed on an exceedingly at- 
tractive basis. One of the issues which has 
attracted widespread interest is $31,800,000 
State of New York 5 per cent Gold Bonds, 
maturing from 1922 to 1971, which were of- 
























fered at prices to yield from 5% per cent for 
the short bonds to 4.70 per cent for the longer 
maturities. 


Municipal Bonds. 


In conjunction with this offering attention 
has been called to the fact that New York 
State Bonds can now be purchased at the 
lowest price in twenty years. The trend of 
the New York State market has been traced 
from 1900 and it is interesting to note that 
in this year State issues were selling on a 2.65 
per cent basis. Prices continued to decline 
until the close of 1910 when the yield was 3.85 
per cent. Municipal fluctuations were not 
very wide during the next few years but at the 


close of 1913 yields had reached 4.05 per cent. | 


After the opening of the securities market 
following the outbreak of the War in 1914 
New York State Bonds continued to advance 
until they reached a yield of about 3.72 per 
cent in 1916 and since that time the general 
trend has been downward until the average 
price of the longer term issues is now about 
a 4.70 per cent basis. In connection with these 
fluctuations it is interesting to trace the trend 
of New York City Bonds. In 1900 New York 
City Bonds yielded 3 per cent and prices de- 
clined almost perpendicularly until 1907 when 
the yield reached 4.40 per cent. In 1908 there 
was an abrupt advance which brought the 
yield to 3.90 per cent. Prices were more or 
less regular for the next few years until 1913 
when the yield was 4.50 per cent. After the 
opening of the markets following the War 
prices advanced again bringing the yield to 
4 per cent in 1917, but during the year there 
was an almost perpendicular drop which placed 
New York City Bonds on a 4.85 per cent basis 
following the First and Second Liberty Loans. 
1918 saw another decline to a 4.95 per cent 
basis with a subsequent advance toward the 
close of the year to a 4.35 per cent basis and 
since that time the fluctuations have been gen- 
erally downward until today New York City 
Bonds are obtainable on a 5.35 per cent basis. 

A study of the bonds of twenty large cities 
excluding New York City shows a yield of 
3.25 per cent in 1900 with a continuous drop 
until 1907 when the average yield was 3.85 
per cent. This advanced slightly in 1909 but 
again continued to decline until 1913 when 
the yield was 4.45 per cent. Just before the 
outbreak of the War in 1914 prices had de- 
clined to a 4.05 per cent basis and 1916 found 
the average yield 4.75 per cent with a perpen- 
dicular drop in the following year which 
brought the average yield to a 4.55 per cent 
basis. During the next two years an advance 
in prices followed and in 1920 a severe decline 
brought the average yield to 5.25 per cent. 
During the early months of the present year 
the yield had again advanced to a 5 per cent 








basis and today the average yield of bonds of 
twenty large cities exclusive of New York is 
5.30 per cent. 


New Municipal Issues. 


The attractiveness of municipals at present 
prices has developéd a broad market and in 
addition to the New York State issue, the State 
of Pennsylvania offered $15,000,000 5 per cent 
bonds due July, 1951, which are obtainable at 
101 and interest. Some of the other large is- 
sues of the month included: 


$7,939,000 Chicago 5s of short maturities, to yield 6%. 

$3,500,000 City of Detroit Bonds on a 54%% basis. 

$3,486,000 Pittsburgh 5% Bonds, to yield 5%. 

$2,560,000 Flint, Michigan, 6s of short maturity on a 
6% basis. 

$2,000,000 State of North Carolina 6% one year Notes 
on a 64%% basis. 

$2,000,000 Richland County, S. C., Serial Bonds on a 
6.25% basis. i 

$1,250,000 Cincinnati 5s, due 1965, on a 5.40% basis. 


Corporate Issues. 


Railroad bonds as a class have maintained a 
fairly firm market during the month and the 
Wall Street Journal has called attention to the 
fact that most of the offerings since June 1, 
1920, are selling above their original prices. 
From January 1 to June 20, 1921, $362,473,000 
railroad issues have been offered of which 
$322,950,000 have been bonds, the balance 
notes. Comparative prices of ten high grade 
railroad bonds since 1880 show an interesting 
trend. The average price of these bonds in 
1880 was 82 or a yield of 5.54 per cent. There 
was an advance upward until 1902 when the 
average price was 118, a yield of 3.79 per cent. 
Prices have since continued downward with 
temporary advances in 1905, 1908 and 1916 and 
the average price on June 16, 1921, was 78 to 
yield about 5.88 per cent. The yield on stand- 
ard railroad bonds is one of the barometers 
of the earning power of money and present 
prices are attracting conservative buyers. 


Public utilities continue to attract atten- 
tion. The Pacific Gas and Electric Company 
has just reported for the year 1920 gross op- 
erating revenue of $34,475,000 which shows 
an increase of $8,537,000 compared with 1919. 
The earnings of this corporation, which shares 
its premier position with the Commonwealth 
Edison Company of Chicago and the New 
York Edison Company, are indicative of pub- 
lic utility earnings as a class and investors 
are turning their attention to public utility se- 
curities which have been neglected during the 
past few years. The point has been reached 
in public utility operation where gross earn- 
ings are beginning to show the advantage of 
increased rates and operating expenses are 
declining to a sufficient extent to allow these 
corporations to carry over into their net earn- 
ings'a large portion of their increase in gross. 
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Established 1812 


The National City Bank 


OF NEW YORK 


HEAD OFFICE 55 WALL STREET 


ANNOUNCES the opening of its branch in 
the National City Building, 42nd Street 
and Madison Avenue to be known as the 


42ND STREET BRANCH OF 
THE NATIONAL CITY BANK 


OTHER BRANCHES 


BroapwaAy BRANCH Bowery BRANCH 
Broadway at 26th Street Bowery at Bond Street 


Foreren branches of the Bank and of the INTERNATIONAL 
Banxinc Corporation [owned by the Bank] are located 
in Seventy-five Cities in Twenty-four Countries. 


Cy 


1812 - Original Paid Capital . . . .~. $800,000 
1921 - Present Capital, Surplus, and : 
Undivided Profits,over . . ~. $100,000,000 
































